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a F. 

subject t o  refwd Jre ?rocuci:.g revenue i n  excess O F  t h a t  required for 

u t i l i t y  operations, i: i s  necessary for us t a  es tdbl ish t h e  rate o f  

i n t e r e s t  t o  be paid on the amount o f  excess revenue t o  be refunded. 

We believe a reasonable guide t o  the in te res t  r a t e  t o  be p a i d  an 

refunds I s  the cost charged by commercial banks on 24-month personal loans, 

a s  s e t  for th  in the Feeera: R?serve S t a t i s t i c a l  Release G.19 because i t  1 s  

readily ascertainable snd takes into account the cos t  t o  the consumer o f  

paying excessive rates  d u r i n g  the pendancy o f  the r a t e  investigation a n d  

because i t  represent: 3 generai?y applicable rate, f ree  f rm individualized 

consideration such as credi t  ,*orthiness of the consumer, the kind and 

amount o f  security supportins the loan, o r  t h e  nature o f  the lender; 

A s  required by H.F. 312, we will a d d  a 2 percent per annum in t e re s t  rate 

over the cost charged by cnmnercial banks on 24-month personal loans. 

Therefore, we will requlr. t i ra t  refunds be paid a t  a n  i n t e rc s t  rate based 

on 24-month bank loans i~.fadividua!s a s  s e t  for th  in Federal Reserve 

S t a t l j t i c a l  Release G.19, o f  wh?ch we take  of f i c i a l  not ice ,  plus 2 percent. 

. .  

FINO!NGS OF FACT 

Based upon our reviev of the en t i r e  record i n  this proceeding, we 

hereby summarize our findings of  f a c t :  

1. As the parties have agreed, the approprfate t e s t  period for this 

proceeding i s  calendar year 1392. 

2 .  Company's proposal t a  a d j u s t  r a t e  base t o  r e f l e c t  placelient in 

service o f  Louisa Generating S t a t i o n  should be adop ted .  There i s  
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adoptcd and Company's n e t  operating income, for purposes o f  t h i s  

proceeding, i ;  j5!,!57,900. 

30. A 13-month average c3pital s t ruc ture  for t h c  !?92 t z s t  period 

agreed t o  by 3CA and tonparly should be used in t h i s  proceeding t o  determine 

capital  costs. 

31. 

32. 

33. 

Company's cost ! ~ f  enoedded debt i s  8.923 percent. 

Ccmpany'j cos t  o f  preferred stock i s  7.912 percent. 

The Standard i)ijcsunted Cash Flow (DCF) model ms: 3ccurately 

predicts Company's cost  o f  ccmon equity. 

34. Company's cos: 3f comon equity as  shown by t h t  record i s  

14.74 percent. 

pressure on stock price, and  for normal market v a r i a t l o n  t o  the cost  o f  

common equity proposed by Cozpany should n o t  be made based on the record i n  

this proceeding. 

An upward ad jus txn t  f o r  the cost o f  sel l ing stock, market 

35.  Company should be able t o  a t t r a c t  common equi ty i f  allowed a n  

overa l l  r a t e  of  r e tun  o f  !!.165 percent .  

36. Ratepayers deriv? soTe b e n e f i t  when a u t i l i t y  plans For generating 

capacity reserves i n  excess o f  t h e  15  percent minimum rsserve established 

by MAPP. 

should not be adopted. 

O C A ' S  proposed 15 percent reserve margin i s  unreasonable and 

37. Electric generating caoacity exceeding 125 percent o f  Company's 

actual peak l o a d  i s  not necessary t o  meet demands and maintain a reasonable 

reserve and i s ,  therefore, excessive. 
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Reserve S t a t i s t i c a l  ?elease t.!9 plus 2 percent per annum, computed under 

t h e  applicable in t e rz s t  r a t e  f o r  each montn the aver-collection was 

retained,  compounded annually. 

CONCLUSIONS O i  LAI I  

1. The Commission has jur isdict ion o f  the par t ies  and subject matter 

o f  t h i s  proceeding. 

2 .  Pursuant t o  Treas.  ?e!. 5 l . l 6 7 ( l ) ( l ) ( h ) ( l ) ( i i i ) ,  the amount O F  

deferred federal income tax l i a b i l i t y  i s  the excess (compuzed w i t h o u t  

regard t o  credits1 o f  t h e  act321 tax l i a b i l i t y  calculated us ing  the 

accelerated depreciation deducTfon and a l l  other deductions, i n c l u d i n g  

s t a t e  income taxes, over w h a t  :hat tax l i a b i l i t y  would have been using 

subsections (1 

s t a t e  income taxes. 

depreciation deduction and a l l  other deductions, i n c l u d i n g  

3. Section 50 o f  H.F. 312 requir ts  the application of the excess 

capacity adjustwn: Irovided f o r  in  Section 36 o f  2.F .  312 t o  t h i s  r a t e  

proceeding. 

IT IS THEREFORE ORDERED: 

I .  The t a r i f f s  f i l e d  by Iowa Power a n d  L i g h t  Company and made subject 

t o  inves t iga t ion  i n  or made a p a r t  of this formal proceeding are hereby 

declared u n j u s t ,  unreasonable, and unlawful. 

2. On o r  before the  expiration O F  for ty-f ive (45) days from the date 

o f  t h i s  order,  Ioda Power and L i g h t  Company shal l  f i l e  revisad t a r i f f s  

s e t t i n g  schedules o f  e l e c t r i c  ra tes  as required by t h e  f i n d i n g s  of t h i s  

order. 
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3 .  2ates based cn t e s t  ;reriod usage contained i n  the revised tar i f fs  

designe4 t a  produce a revenue requirement o f  5294,186,000 for Company shall 

be consfdered the ladful r a t e s  chargeable by Company since the date o f  t h e  

r a t e s ,  which are the subject o f  t h i s  proceeding, were placed in  e f f e c t  i: 

li subject  t o  refund. However, the lawful revenue requirenent shall be 

adjusted t o  r e f l e c t  the r a t e  base reduction related t o  remaining 

I :  undepreciated investaent, i f  any ,  i n  DPS Units 4 and 5 .  

4 .  % . o r  before the expiration of  forty-five ( 1 5 )  days from the  date 

of t h i s  order Company s h a l l  subai t  for  our consideration a n d  approval a 

p lan  by which refunds s h i l l  be made t o  customers, in accordance w i t h  the 

findings contained hemin, together w i t h  sales tax and in t e re s t  on e x c m  

col lec t ions ,  calculated in accordance w i t h  finding of f a c t  No. 43. I f  ,;o 

refunds a re  requirzd a s  a r e s u l t  of the findings contained in th i s  ordsr, 

Company shall  f i l e  a statement indicat ing no refunds arc necessary and 

" 

, 

'! 

, 
i/ 

: submit s u p p o r t i n g  d a t a  for  i t s  conclusion. 

5. Company s h a l l  notify t h e  Comnisjion immediately If a n d  when e i the r  

, 

:: 
f ! 
: 

of the contingencies by which Company would be a b l e  t o  recover i t s  Guthrie 

County pro jec t  l i a b f l l t i e s  have been met. Company shall f i l e  new t a r i f f s  

r e f l e c t i n g  the elimination of the recovery of Guthrie County amortizatlon 

costs and  refund money previously col lected from ratapayers t o  pay for  

those costs. 

:. 

6 .  On or before the expiration of three~months from the  date o f  this 

order, Company shall f i l e  a report s t a t i n g  the amount o f  undepreciated 

jnvestnent associated w i t h  DPS U n i t s  4 a n d  5 .  The report shall be 
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accompanied by a s tudy  i n  support o f  Company's conclusion. Company's 

t a r i f f s  shall  r e f l e c t  the approprjate adjustment t a  r a t 2  base  and any 

necessary corresponding adjustnents re la ted  t o  the undepreciated 

investment, i f  any, i n  DPS Unfts 4 and 5. 

7. Motions and objections not previously granted or sustained are  

denied o r  overruled. Any argument i n  t h e  i n i t i a l  brfeis  o r  reply briefs 

not addressed spec i f ica l ly  herein i s  re jec ted  e f t h e r  3s n o t  sdpported by 

the evidence or  as not being o f  s u f f i c i e n t  persuasiveness t o  uarrant 

comments. 

ATTEST: 

I O W A  STAT: COMMEXCE COMMISSION 

Chairperson 

Uated a t  Des Mofnes, Iowa, thfs 6th day o f  April ,  1986. 

I 
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"ORDER ! 4 O D I X U G  I IYAL DECISION AND ORDER ON REMAND" 

Issued July 22, 1988 

Parties Serv2d: 

Sheila R. T i p t a n  
Bradahau, Fouler, Proctor dr Fairgrave 
1100 Des Hclnez B u i l d i q  
Des Hoines, IA 50307 

Iloger D. Colion 
National Consumer Law Center 
11 Beacon Street, Suite 821 
Boston, MA 02108 

Joyce J. Green 
Legal Aid Society of T o l l  County 
808 5th avenue 
Des Haines, IX 503cS 

James 3 .  Parat 
Conslrmer Advccate 
Department of Justice 
Consumer Advocate Division 
Lucas S t a t a  Office Building 
Des Haines, I A  50319 

n The undersigned hereby certifies that 

the forngoing document hac been served 

this day upan all parties of record in this 

proceeding by mailing. by firs: class mail, 

tD aach such party a copy thereof;ln 

pmocrly addressed envelope with charges 

pnprid. 
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STATE OF I O W A  

OE?AXTNENT OF COMMERCE 

UT ILIT?ES DIVl SION 

1 
I N  RE: 1 

1 
I O W A  POWER AND LIGHT COMPANY 1 DOCKET NO. RPU-83-24 

1 

ORDER WDiFY:i+G F I Y A t  D E C I S I O N  AND ORDER ON REMAND 

(1SSJD.d J u l y  22, 19881 

On June 10, 1583. Iowa Power and L i g h t  Company ( Iowa Power) f i l e d  

proposed electric t a r i f f s ,  i d e n t i f i e d  as TF-83-333, wi th the U t i l i t i e s  

Board (Eoard) proposing an i nc rcass  i n  e l e c t r i c  r a t e s .  

suspended and docketed as D o c k e r  No. RPU-83-24. The Board issued i t s  f i n a l  

d e c i s i o n  and order i n  the docket on A p r i l  6 ,  1984. 

r e h e a r i n g  by Iowa Power, Consumer Advocate O i v i s i o n  of t h e  Department of 

J u s t i c e  (Consumer Advocate), and Iowa Ratepayers A s s o c i a t i o n  (Ratepayers) 

were denied by the Board i n  an order  i ssued May 16, 1984. Iowa Power and 

Consumer Advocate sought j u d i c i a l  rev iew o f  t h e  d e c i s i o n  i n  t h e  I o w a  

D i s t r i c t  Court for P o l k  County. The two cases, i d e n t i f i e d  as Case Nos. 

AA3-624 and AA3-625, were consol idated.  

The t a r i f f s  were 

A p p l i c a t i o n s  f o r  

The D i s t r i c t  Court issued a f i n a l  d e c i s i o n  in t h e  c o n s o l i d a t e d  cases on 

Seutember 10, 1986, renanding t h r e e  I s s u e s  t o  t h e  Board for a d d i t i o n a l  

proceedings. The cour t  stated: 

I. Concerning Iowa Power I s s u e  No. 1, Excess 
Capaci ty  Issue IC r e l a t i n g  t o  t h e  i n c l u s i o n  o f  Cooper 
purchased energy i s  determined h e r e i n  i n  f a v o r  o f  t h e  
C m i s s i o n .  w i t h  t h e  except ion t h a t  these proceedings are 
hereby remandec t o  t h e  Comnission f o r  recomputat ion of 
t h e  excess caDacity p e n a l t y  c o n s i s t e n t  w i t h  t h i s  Cour t ' s  
r u l i n g  beginning on page 2 1  hereof .  The computat ion per 



a -'- 

a '- 

MidAmerican Exhibit 8. I 
Page 638 of 654 

Docket 90. RPU-83-24 
Page 2 

Attachment 5 of  :he C o m i s s i o n  Order i s  to be corrected 
by increasing the "capacity o f  Company-owned production 
facilities with LGS by 380 MW." 

2. Concerning I o w a  Power Issue No. 2, Iowa Power 
has prevailed on the Interest Synchronization 2A and the 
Loui  5 a  Generating Station AF'JDC adjustrent f o r  the year 
edding Octoher 13, 1984, should be deleted. 
proceedings are hereby remanded to the Conmission f o r  
recalculation of the intarest synchronization adjustment 
after any amount o f  AFUDC rclitive to the Louisa 
Generating Sta t i on  for the yerr ending October 13, 1984, 
i s  f i r s t  dcltttd. 

These 

3. Conc9rning I a w a  Power Issue No. 3, Iowa Power 
has prevailed on the Deferred Tax  issue ( 3 )  and these 
proceedings are hereby remanded t o  the Commission for 
recomputation with application of a deferred t a x  rate of 
46 percent. 

The h a r d  and the Consumer Advocate appealed to the Iowa Supreme Court 

- See which affirmed the District C o w t  on all issues on February 17, 1988. 

O f f i c e  of Consumer Advocate --- v. Iowa State Comerce Conmission, 419 N.W.2d 

373 (Iowa 1988). The procedendo of the Supreme Court was issued on 

March 14, 1988. 

-- 

Pursuant to the r m a n d ,  the Board now has jurisdiction over these 

proceedings. 

1984, to  conform with the decision the Supreme Court, as follows: 

1. COMPUTATION OF EXCESS CATACITY 

The Board will modify :he decision and order of April 6, 

The Supreme Court held: 

Ue agree wi th  the district court and with Iowa Power 
that if the Cooper capacity i s  included in calculating 
Iowa Power's total generating capacity, and t h u s  also 
i t s  excess capacity, it must also be Included when 
calculating average Investment. The purpose o f  the 
"return adjustment" figure is t o  disallow any return on 
that portion of Iowa Power's capacity deemed excessive, 
Once generating capacity i s  thus det$rmined, its 
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I n  a d i r e c t l y  r e l a t e d  adjustment, f i n d l n g  o f  f a c t  number 9 on page 55 

"The adjustment t o  r a t e  base f o r  de fer red  income i s  m o d i f i e d  t o  prov ide:  

taxes proposed by Consumer Advocate should be rejected.! ' The second 

sentence o f  t h e  Board's d iscuss ion o f  t h e  r a t e  base adjustment r e l a t e d  t o  

de fer red  income taxes found a t  page 14 will  be mod i f ied  t o  read: For ?he 

reasons s e t  f o r t h  i n  t h e  N e t  Onerat ing Income Sect jon  o f  t h i s  o rder ,  we 

r e j e c t  t h e  OCA proposal .  

4 .  REFUNOS ' -1 

On February 20, 1987, f o l i o w i n g  the d i s t r i c t  c o u r t ' s  d e c i s i o n  on 

j u d i c i a l  rev iew,  Iowa ?ouer f i l e d  TF-87-51 t o  reduce i t s  revenue 

requ i rement  t o  a level cons is ten t  w i t h  t h e  dec is ion  o f  t h e  d i s t r i c t  c o u r t .  

On A p r i l  10, 1987 t h e  Board approved the r e f u n d  p lan  i d e n t i f f e d  as Docket 

No. RFU-87-9. lovia Power recalcu1a:cd each b l l l  i ssued f rom Octobsr 14, 

1983 through March 25, 1987. and made re funds t o  customers. The Supreme 

Court  a f f i r m e d  t h e  d i s t r i c t  cour t  i n  i t s  e n t i r e t y  and t h e r e f o r e  no f u r t h e r  

r e f u n d s  a r e  due. 

IT IS THEREFORE ORDERED: 

1. The dec is ion  and order i s s u e d  i n  Docket No. RPU-83-24 on A p r i l  6 ,  

1984, i s  m o d i f i e d  as provided above t o  conform w i t h  t h e  d e c i s i o n  of  t h e  

Iowa Supreme Court  i ssued  on February 17, 1988, on j u d i c i a l  review. 

2. The attachments t o  t h e  final d e c i s i o n  and order  a r 2  modif ied t o  

r e f l e c t  t h e  dec is ion  o f  t h e  Iowa Suprane Court  and a re  at tached t o  and 

i n c o r p o r a t e d  by reference. 
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3. A l l  refunds i n  t h i s  docket have been made and no a d d i t i o n a l  

refunds are  necessary. 

I I T I L I T I E S  BOARD 

ATTEST : " 

Dated a t  Des Moines, Iaua,  t h i s  ZZnd day of July,  1988. 
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Line 
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I Lonq-Torn Debt 

2 Preferred Equity 

3 Common Equity 

4 TOTAL 

Rat io  

. .  

49.08SX 

11.317% 

39.958% 
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Iowa Pouer b Llght Company 
RPU-83-24 

Excess Capaci t y  

Line 
No -- 
I Investment in to-owned Production Facilities uith LGS 1*000) 

2 Capacity o f  Company-ouned Production Fac i l i t i e s  with LGS 

3 Investment per M f o r  Company-owed Production Facilities 

4 Weighted Return on Equity 

5 Excess Capacity 

0 4 Return Adjuatmcnt . 
1 Tax Effect 5 1.0462s 

9 AddJurtrncnt 
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443,108 

1,709 MW 

259,279 
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Ad conrinuc dcwl. 
ICM redudng mea- 

;id invesugare hav- 

SWmcn. 
nu. ... nplied with 
:n thc -ion in 
ionducr a compm- 
1 dcveloping allrr- 

:liability of service 

1 ORD€RRS 

. of laces fded with 
.oral annual opcr- 
!unr of $2.i44.758 
ne Company com- 
i orders: 
vs  of the dare of 
mv shall tile wich 

- 

TUBLIC LTiLITIES R E P O R T S  - 92 PUR4th 

thc Depanmenr a whcduk of rates de- 
signed in accordance wirh this t kas ion .  a 
dcmilcd in *.ion IV.. "pm. 

2. Thc Companv shali q u e s t  a reopen- 
ing of thls dock t  no lam than March !, 
1989. 

9. No h e r  ban 30 davs a iu r  m h g  :LI 
request lor mpcning .  the Company shall 
fde the iollowing ivirh the Ikpaanmcnt: 

a) f i n a n d  SraKmcn8 through k c m -  
ber 3i. 1988; 

b) Year end rain and cuswmcr daw ty 
raw dars as of December 31. 11188. and 

c)  .4 cost of wrvicc studv baxd on dara 
no older &an Seprernkcr 30. 1988. or 
such lawr dau as mav be available. 

4. The Company will meet wih &?an- 
men1 staff within sixty davs of the date o i  
&is Deckion to develop an appmprae  for- 
mat for reponing revenue calculations and 
bill comparisons for future rare ose riinFs. 

5 .  The Companv shall modify iu wearier 
normalkalion methodolop x dexcnbed in 

6. The Rnidenr and Chairman r h d  h p  
a record of his ume spcnr on a.niviUcs as- 
&led with aOzrah Light and bwer Grn- 
pany a indiwlrd in Secuon I V . .  D.7. "mm. 

7 .  The Company shall provide h e  De- 
panmcnt with h e  copies a i  e d  issue of 
"High-Linrs" within w e n  days of pub"- 
carion. 

8. The Company shall meet with h e  De- 
panmcnt sraff wirhin 60 d a y  af h e  dare 
of this Decision LO discuss outsranding cost 
of service study issues and w dcve!op an 
appmpnare format for reponing revenue 
calcukuons for future rau WY filings. 

9. The Companv shall file with the De- 
panmcnt no larer &an June 30, 198s. rie 
information on The Gilman Brothen' Co. 
hydnxlecrric faciiity as deuiled in Section 
IV.. G.1, xu@. 

10. The Company shall repon LO the De- 
partment & June i ,  1988. the p r s i b d i t v  

Secuon IV,  supm. 

of ConnSave implementing a lor codno 
cost prugram for Bozrah. 
I i. The Company shall repon u) h e  De- 

parrmcnt regarding thc resula of is inm- 
tigation of the feasib&ty of offering com- 
m d i n d l w i a l  energy audic and cff~mt 
motor reham. Such report shall be fded 
no laur than thm months fmm the dam 
of issuance of thL Decision. 

12. T h e  Company shall  file an analysis of 
pacmtial alternative ram with thc Depart- 
ment when it maka ia request 10 reopen 
dus dockc. 
13. The Company shall include informa- 

tion on consenation programs with io bills 
on a quancrly basis. 

We hemby direct that notice of the fore- 
going be given by the Executive Secretary 
of this Depanmenr bv forwarding true and 
c o r n :  copies of this document w parties 
in inwmt, and due return make. 

Re Iowa Power and Light 
Company 

k t c i  No. RPU-87-2 

Iowa Urilium Board 
April 25.  1988 

.APPLICITION for aurhonty w lnmpe ram 
for mad eiecrnc duuibuuon Ymicc: p u d .  as 
modifid. upon revicy of ariour iems of c a t  
of Ic-icc. ne bast. and rau of return. 

I. R i T S  I 120. I - Tet ~ a r  - Umric unlitv. 
[IOWA] In an elmric raw cay. h e  bard a<- 

ccpud 3 calendar 1986 ust  Far. a d j u d  for 
b o r n  and mevurablc changes occurring mrhin 
12 m o n h  of June 25. 1981, rhc &e of fding 

p. 303. 

2. RETURN. 8 26.4 - Common qui iy  cap id  
- Ducounud cash-flaw rncdcl - Ucrnena. 
DOWA] Trx d k w n u d  a h - f l a ,  (LXR m c d d  

yu acccpud for UY zn an cicctric raw - w 

of Ihc raw appliulion. 

c.: -. 

299 
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year 1986 adjustcd for known ana mearur- 
abk dwga m c ~ r i n g  widun m!vc month 
of Junc 25. 1987. the filing date of Con- 
sumer Adwxate's i~ won.  ' ' 

111. U T E  OF RETCEY 

Consumer Advoare and Iowa b w r  dis- 
a g x c  on what consututes 3 Far ovcrall rate 
of return on nu h. Consumer Ad- 
caw daimed the evidcncc supporn 9.25 per- 
cent while Iowa Powcr argued 10.9% per- 
cent L a fair rate of return. Thk m u m  U 
the wcightrd averagc cost of capital dcrived 
from: the capital structure. thc cost of com- 
mon equity. the C M ~  of senior securitia (i.e.. 
long-term debt). and h e  cost of preferred 
equity. The  Board has determined the a p  
pmpriate capital struaure in this CIY con- 
sisu of 50.017 percent common equitv, 
46.769 percent long-erm debt. and 3.214 
percent preferred equity. The  associated 
cosu are: ccmmon equity. 10.963 pcrcent: 
long-term debt. 7.345 percent: and pre- 
ferred equity. 4.239 percent. Each of these 
casu are then weighted accordins IO the 
spiral smaure .  The weighed cmrr. mund- 
ed to the nearest thousandth of a pcrcent. 
are 5.483 percenr. 3.669 pcrcent. and .I36 
percenr rcspecriveiv. The sum of h e  weight- 
ed cosu is the overail rate of return. The  
Board has determined. bared on evidence 

.-.:. in this case. that a fair ovenll of re. 
turn is 9.289 percent. 

0 

A. C u f  oJ C m m  E*. 

The Board's determimuon of h e  fair rare 
of m u m  on common equity is a question 
of facr which requires a considenuon of all 
the f am and circumstances. The fair return 
must also comport with the just and re3- 
sonable standard enunciated in IOWA 
CODE 5476.8 (1987). In ~OUO-INIML Car c3' 
E .  Co. v. lum Srou C m m c r  Cmmmm, 347 
N.W.2d 423. 423 (Iowa 1984). the Iowa Su- 
preme Coun discussed application of the 
just and re3sonable swndard as it d a t e s  ID 

the rate of return determinauon: 
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In mandaung 3 fair re!urn on 3 utility's 
inw-tmcnt. suhranuvc due pmcu d c a  
not mquirr a replatorv 3gcnff IO adopt 
a panicular raw. For h e  COUN IO inter- 
fere on duc pmess p u n d s .  thc return 
allowed bv :hc 3 5 n q  nust be oul~idc a 
zonc of rcuonablencs3. This g i v a  the 
agcno, an 3 r d  of freedom within which 
"to d e v k  m e h d s  of regulation Qpable 
of quitablv monciling diverse and con- 
flicting internu.- Rr .+no Rate P-cding 
Jm PmrVnn 8&. 990 US. 747, 767. 75 
PUR3d 257. 273, 20 LEd.?d 312. 336. 
88 S.CL 13%. 1360 (1968). 

'Whcrher a particular return b mason- 
abic "depends upon manv arcumsrances 
and must be determined by the exercise 
of a fair and cnlightened judgmcnL hav- 
ing regard B dl reimnt lacs . . . . The 
m u m  should k resonably sufficient to 
m u r e  conildcnce in the financial round- 
n c s  of the utility 3nd should be ade- 
quate. u& q&-m~ 2nd rcowmicd man- 
apmru. to manrain md s u p p n  is d t  
and enable i t  D nise the m o n q  neces- 
sary for the proper discharge of irr p u b  
lic duues." B I + ~ j i d  W'b 3 Impmu. 
Cu. ii W s f  ':trFn;c Pw. S n k r  Cmmir- 
sion. 262 C.S 679. 592.693, PCR1923D 
I I .  20. 21. 57 L.Ed. 1176, I I B ? .  1183, 
43 S.Cr. 679. 679 i i923) !emphasis sup 
plied). lloreorer. h e  fixing 3f rates re- 
quires "3 kiancing a r  the investor and 
the consumer inieresrr." even if balanc- 
ing should resuit in no net revenues for 
the uulitv. .=&d ?mm Corn& :,. Hopc 
.Va. Gar Ca.. 321) C.S. 591, 603. 31 PCR 
NS 193. 38 L.Ed. 5?3. 349. 64 S.CL 281. 
288 (19%;. "kguiauon may. consistendy 
with the Gnsrituuon. h i t  su%gmdy the 
return rcco\?red on investment. for in- 
vestors' interesu provide only one of the 
mriablcs in the constitutional ulculus of 
reasonabiencss." Rr .Am Rarr Pmcccdng 
fm Pmnrnn Barin. 390 U.S. at 769. 7 i  
PUR3d at 211. 20 L.Ed.2d at 337. 88 
S.Cr. 31 1361 (1968). (Emphasis in the 
origmai.r 

T'he Board ha5 consistendv b a d  iu rate 
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of return deurminauon on econoi 
dr daigned 10 approximau an 
cxpecstions. Ekxh panics agrccc 
counted flow ( K O  modcl is ap  
IO dcurminc the prnper return. T 
has u u d  the DCF modcl in most 
and concun with thc choke. 

T h e  panin agreed Iowa 2zsou: 
thc parent of Iowa Powcr, $houlc 
as pmxy for Iowa Powcr. BeWc 
Iowa Power's common srock is ,~ 
Iowa b u r c n .  no m a r k t  data 
Powtr exists. (Tr. 133-34. 651-52 
fore, the cost of Iowa b u r c e s  

Cort of common c: 

Dr. h m u u e n .  the wimcu for 
Advoare, computed the cost o!  
equiq to be becwecn 9.53 I and : 
cent using this standard DCF for 
h m u s w n  de!ennined iO.625 : 
be the appropriate cost of comn: 
(Tr..l47.) 

Iowa Power's witness. Yr. Ha. 
cluded the return on common 
mngc of 14.2 IO 14.6 percent i 
DCF analysis. (Tr. 618. 658.) 3' 
explained the baris for deterr .  
rate of return: 

The  rare of return is determ: 
marketplace by investon. it : 

supplv and demand of funds. 
a d a b l e  on dternati\c inver 
h e  Nkiness of the invesmer 
have the enurc economic s: 
which they rnav invest. The,. 
forced ID buy s w k  in or len 

Rcturn on common e q ~  

(Tr. €49.) h a  Power a r p e d  
corporation of marker-robcak 7 

Y 
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on 1 utility's 
onxns  doa 
nEy to adopt 

r the coum ro inur- 
pounds. the return 

.cy murr bc ourside a 
ness. This gives the 
&om within which 
3f rqda t ion  capable 
:ing dive= and con- 
! A m  Rarr P m c c ~  
20 US. 747, 767. 75 
0 LEd.2d 312. 396, 
11968). 

i r  return h r e m n -  
many arcumsranca 

!in& by the exercise 
cncd judgment. hav- 
m n i  facu . . . . T h c  
Jonably sufficicnt ro 
ihc f i n a n d  iound- 

m d  should be ade- 
and e c m u d  m n -  

2nd  upp poi-^ its a d i t  
ic &e money neces- 
discham of iu D u b  

-rurrr Commjs- 
PLR1923D 

. I lS? .  1183, 
323) (emphais sup 
c fixing of rares re- 
of the invesror and 
5u." even if balanc- 
20 ner wenues  for 

5.591. 603. 51 PUR 
3. 345 64 S.Ct. 281, 
:on may, consistendy 
. h i t  svjngendy the 
investment. for in- 

..ide only one of the 
Titurional calculus of 
.Ana Rate Pmccding 
40 US. at 769. 75 
L.Ed.?d ai 337. a8 
1. (E.npharis in the 

n commrul?n L'. H?x 

svndv based its m(c 

of mum deur;ninadon on economtc mod- 
eL designed m appmrimav an invntor's 
cxpcctiuom. Bo& panin a@ rhe dk- 
counrcd flow (DCQ model h appmptiau 
to dcmminc  the pmpcr mum. The aoard 
has lrvd the DCF modci in must raK cases 
and c o n a n  with thc choice. 

The panin a@ Iowa R M u m .  Inc.. 
the parent of Iowa Power, should bc used 
as proxy for Iova Power. Bcraurr all of 
Iowa Power's common stock h mncd by 
Iowa b u r c e s .  no market dam on Iowa 
Power cxisu. fir. 193-34. 651-32.) Thcre- 
fore, the cost of Iowa k u r c k  common 

equity U the cost of Iowa Power's common 
equity. 

1. DCF Ycdcl. 

[S, S] The swdard DCF model U uxd 
ro p& what  r e m m  an inmtor mav m- 
sanably cxpcci fmm an invermcnr under 
actual s m k  marker conditions. The model 
esmbiihes h e  cost of common quity by 
measuring the n o d  dividend yield (&vi- 
den& pcr share divided by m a r k  pricc 
pcr share) and adding an invalor-cxpmed 
growrh raw. (Tr. 19447.) The model U ex- 
p d  as follm: 

Dr. Rasmusscn. the witness for Consumer 
Advwte .  computed the cost of common 
equity m be beween 9.331 and 10.631 per- 
cent using this slandard DCF formula. Dr. 
Rasmussen determined 10.625 pcrccnt 
be the appropriate cost of  common equity. 
(Tr. 147.) 

Iowa Power's wimess. Mr. H~ml in .  con- 
cluded thc return on common equity at 2 
range of 14.2 ro 14.6 percent Jlro using a 
DCF analysis Crr. €48, 658.) Mr. Hamlin 
explain& the bask for determination of 
rate of return: 

The  raw of return h determined in the 
markerplace ty invesmn. I t  reflecu the 
supply and demand of funds. rhc return 
available on aiternauvc inveslrnenu and 
the riskiness of thc investment. Invesmn 
have  the entirc economic spccirum in 
which they may invest. They cinnor be 
forced m buy stock in or lend money ro 

Rcrurn on Common cquiiv = dwtdcnd x markt  pricc + grwrh 
markcr pnce b m k  d u c  

(Tr. M9.j Iowa Power argued that the in- 
corporauon of market-w-book nuo into thc 

formula is necesra? m earn an adequav 
ovedl  nte of return. 
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a particular companv. lnvnton cvaluar~ 
invesuncnc risk and ex& re turn  on 
vanous investmenu and then choose the 
company lhat tmr meeu their investment 
objectives. An invesmr will only p u r c h x  
a givcn security if the expecrd recum 
on that investmcnt is at Ieat  equal LO the 
return required m compensate for the 
risk involved. 

(Tr. 632.) 

Dr. Rzmusxn exprrssed b e  same con- 
dusion and funher srated. "&e price-baxd 
DCF cost of common equity leu invesmn 
speak for themselves." (Tr. 139.) 

h?de both wirnesses used the DCF m e  
del. Mr. Hamlin employed a s i g n f i a t  mi- 
auon in his calculauons. He proposed an 
adjusunent by multiplying h e  dividend 
yield by thc marker-wbcok &o in the fol- 
lowing manner: 

305 
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The Board will rrjm Iowa h v c f s  prc- 
povd adjustment 10 the smdard DCF for- 
r n d a  The pracdd effect of Iowa h r ' s  
pmpmal is rhc climinauon of markt pricc 
fmm the computation. Crr. IC&.) Ling the 
Iowa Fbwcr mcthcd. rhe return on quity 
given the dividcnd and pwh nm used 
by Iowa Fmcr  would always k 14.19 pcr- 
cm~ "gardkn of wherhcr thc m a r k  p r i a  
ir IC. $23.661 (u uud by Mr. Huniin), or 
$l.oOO. (Tr. 1065.) The return on quiry h 
10 be prernivd on invamr cxpcaations. 
Iowa Rmcr's wimev acknowlcdgcd the re- 
turn U 10 bc dcrcrrmned in the mark:~- 
place. Vr. 632.) An invcsfor's c x p d o n s  
arc b a d  on market price. not book d u c .  
Thc B a r d  will not adopt a form& ro dc- 
term in^ m u m  on common quicy kat re- 
m o m  m a r k  pric: from couxidc+n. Thc 
Iowa Ftmcr p ~ &  L faulty. and the Board 
will uy rhe standard DCF form& 

After the cb inauon  of the Iowa Powcr 
variance in the DCrL modcl. thc caicuia- 
nons of the cvo panics are vc'y n u r  agree- 
ment on the m u l t  the DCF model should 
produce: 10.625 percent. Consumcr . A d w  
arc; 10.69 p m n L  Iowa P o w .  (Tr. 14748. 
1060. 652.53; Ex. 15, Sch. D; Ex. 122.. 
Sch. 9; Ex. 123, kin. 1.) 
The remaining ponjon of this d o n  of 

rhc order d l  discuss rhe individual elc- 
men5 of thc DCF model. 

8 

e 
.'-w 

2. Dividend Lwcl 

Consumcr A d v w w  proposed die Board 
UY a dividend of f1.M Vr. 140) in com- 
puting the return while Iova Power p m  
posed $1.67. flr. 654-55.) Consumer A d w  
arc's pro@ dividend wds bavd on the 
declared dividends for rhc fint IW quar- 
WIT of 1987 a r e p o d  by the July 24. 
1987. cdiuon of V d w  Line (dcdarrd divi- 
dcnd of 41 cents pcr quamr) .  (Tr. 140.) 
Thc V d u t  Ln indicarcd an ann& divi- 
dcnd ofS1.M. p r .  140.) lova Power's p ' ~  
p o d  dividcnd was an estimate of thc ex- - dividcnd reponed in the April 24, 
1987. V d t u  LN. (Tr 1059.) Iova Power. 

dy ing  on ouldarcd repom. made no show- 
ing that the m d  dividcna for .&e year 
w u i d  u c d  $I.&, with IWO quartrn al- 
rndy d c d a d .  It is mwnabic  ro belicve 
d m  with CwO guanrrs of r e p o d  dividend 
walling a? en5. rhc --end dividmd will 
k Si.&. Tnc Board wiU zccc?t Consumer 
Adu-atr.3 dividend. 

3. M a r k t  Rcs. 

Camumcr Adwcau m m m m d c d  uy of 
.$24.7316 a a rcprncnetive market pricc 
for Iowa Rcwurccs suxk using tat-year 
(1986) dam. Consumer Advocarc wirnas 
Rasrnusscn .ariilcd that he "exponentially 
1mmthcd" the tat-vcar d a g  in mch ing  
his wciqhrrd average ?rice. F r .  141.) Thu 
" a p n e n d a i  smmrhtng" technique weighrcd 
the !as[ six months of the est  year more 
hcaviiv !han h e  fint six months of the mt 
year. iTr. I l i i ? .  There appears ID be no 
m n  10 .'ex;anen&dly imcam" the mar- 
kct price dam other rhan [o inilate the mar- 
krt price-slih the higher yccarind nurn- 
ten. thus depressing the return on com- 
mon qui?.  

Iowa Powcr propoyd a market price of 
$23.661, an average of the monthly highs 
and lows of Ioua hources '  s u x k  b a d  on 
thc twelvc months immcdiawlv prior ID fd. 
ing of his pmccding ending July !987. 
(Tr. 161-66.) ?-ne Board concurs with Iowa 
Power's approach but will use a market 
price of $22.365. rhe average of the month- 
ly highs and ! o w  bawd on rhe most m e n t  
s ix  rnondrs of market pncn  available of 
m o r d .  Februar; 1987 through July 1987. 
The DCF mehod is in l rndd  m dcwrmine 
a prospecurr return on i n m u n c n r  It b 
rherrforc appropriate [o use Ihc most re- 
cent vcnfmble information amilable rather 
than d y i n g  on historical Est-year data. 
Cnnsumcr .Advmte witness RYmus.cn ac- 
knowlcdgcd h a t  if ouruf-est  period infor- 
mauon wcre used, rhc most recent six- 
month daw would provide rhe best bari 
f o r d m i o n .  TTr. 167.168.1 Thc  mort m e n t  

SO6 
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ooavcutivc aix-month data a&: 
~ s e  u F c b ~ u a ~ y  1987 thmugh j 

4. G m h  FaMr. 

Consumer Advoacc a d w &  
facwr mgc of 3.2 p c m t  m .~ 
(Tr. 147.) Iowa Power wed u 
€mor U 3.63 percent. (Tr. 654.) 
Ad- gax rhc Board wide lac 
in mgc. By am- I o n  Power 
in gmvth b a r  wirh spcdiiav 
sure gmwcb. Iowa Power wirnc 
wed md gmwth ram of car 
share and dividcndr per sham fc 
five ycan, and for chc m e  ; 
oompuud an avexagr: ' i n d  5 
by multiplying rhe earned re tur  
mon q u i ?  rim- h e  permnag 
ingr retiincd in the budneu. TT 
rcprcsent future growth me31 
Hamlin lLvd V& L i d s  f m v  
gmwzh rata for camings and foi 
(Tr. 653-54.) The averagc of : 
growrh measurn is 3.63 WL 

CM ascenain the basis of 10- 
growrh famr  and fmds it penc 
Board wiJl use the ph lam 
by I o m  Power. 

5.  Verjficauon of the Return. 

Iowa h c r  also pcriormcd :I 

DCF analysis on mrnpanble cc 
confirm in return. The analysis 
a 'Rvmaliin g mum^ of 15.36 ; 
655-57; ix: I??. Sch. 11.)  car^ 
WLC atmckcd thc anal+ by 
ing that the cornpvlin chosen. 
blc did not meet thc cornparat 
the Iowa Power w i r n e ~  daim 
d. (Tr. 1059.) Funhermore. 

of the modified DCF formula :. 
ing return. T h c  Board a p  
surncr Adnxarc and fmdr th 
cornp-able risk d y l i  d a s  . 
M u  the proposcd mum mrnpi 
Power. 

Iowa h c r  further pcrformr 

ing cost figurn WCR flawed k 
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mm. made no show- 
+ + for the war  

quarters al- 
IC to belicve 
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mr-cnd dindend wi l l  
*a11 accept Consumer 

.xcummcnded IIV of 
,nulive market price 
a x k  using test-vear 
rr A d v w w  witness 
u t  he "cxponenriallv 
3r data in reaching 
;rice. (Tr. 141.) This 
;- trchnique wcightcd 

the e s t  vear mom 
-x months of thc wst 
T appcin  to be no 
:Y smmth" the mar- 
.n to inflaw the mai- 
ihcr yeircnd num- 
:he return on com- 

-Tket price of 
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:cdiately prior to fil- 
: ending July 1987. 
1 concun with loha 

w i l l  use a market 
enge of the month- 
: on thc most recent 

prices available of 
!hmugh July 198i. 
mded  i~ dewrmine 
:n inverrment. It is 
:o use the most re- 
:ion available rather 
+til test-year data. 
:ness Ramurscn ac- 
.+est pricd infor- 
r most recent six- 
.vide the best basis 

The most m e n r  

CONCNUYC ru-month &a a d a b l e  in h 
r a x  is i c b w y  1987 lhrough July 1987. 

4. Gmwth iacior. 

Consumer Advocate advanced a growth 
famr mnge oi 3.2 percent to 4 p c e n t .  
Vr. 147.) Iowa Powcr argued thc gmwh 
factor h 3.69 pcrccnr Crr. 654.3 Cansumcr 
Ad- gave thc Board wide kutudc wilh 
io mgc. By 0oncia.u Iova h measured 
its gmwh factor with ~peaficity.  To mea- 
sure gmwrh. Iowa Power wimas Hamlin 
used anual p m h  nta of earnings per 
share and dindcnds per share for the past 
five yean. and for the same period aiso 
computed an average "internal gmwh rate" 
by muluplnng the arncd m:urn on com- 
mon qui ty  rimcs :he pcrccnuge of carn- 
ings retained in the businm. Vr .  653.) To 
rcprcscnr futurc growth measures. Mr. 
Hamlin used Vdut Lmrj five-war folrarted 
growrh ram for earningr and for di%+dends. 
Crr. 653-54.) The  avcrage of [hex  t h e  
g r o h  measurn is 5.63 pcrccnt. T h e  Board 
can ascertain the basis of Iowa Powcr's 
p w h  factor and finds it persuasive. The 
Board will use the g m w t h  facror propowd 
by Iowa Power. 

5. Verification of the Return. 

Iowa Pwer  alw performcd its mcdificd 
DCF analysis on comparable companies [o 

confirm its return. T h c  analysis resulted in 
a 'raumaking return" of 15.36 percent. (Tr. 
655-5 i ;  Ex. 122. Sch. 11.) Consumcr Ad- 
m u  attacked the analysis by demonstnt- 
ing that the companio chosen z compan- 
ble did nor mcet the comparability criteria 
thc lowa Power witnos claimed m have 
u d .  Crr. 1059.) iunhermore. the result- 
ing cost figures were tlawed beaux of UY 

of the modified DCF formula in detirmin- 
ing return. T h e  Board a p s  with Con- 
sumer Advocate and finds thc p m f f e d  
comparable risk analvris d c e  not substan- 
tiate the pmposcd return computed @ Iowa 

Iowa h c r  funher performed a rkk pm- 
Power. 

mium analysis which yieidcd a return of 
14.61 Fzrcent to verifv in pro+ yield. 
Crr. 65i-58.) The risk pmnium anal+ uti- 
lized a study comparing rhc S m d a r d  & 
h r ' s  500 composite suxk with the hold- 
ing period mum on Salomon Bmthers 
HighGrade Corporate Bond Index. How- 
mer, the m o r d  ntablished chat the mm- 
panson wa-, hvcd r i ce  thls Board has not 
bcen shown that u d i u a  am as risky a the 
S m d a r d  & Pcor's 500. Addiuonallv. thc 
bond index chosen was not for udlity 
bonds. Vr. 106869 Ex. 14. Sch. E.) 
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6. Dcterminauon of Cost o i  Common 
Equity. 

141 L'sing thc standard D C F  model. the 
Board finds the C O J ~  of common q u i ?  will 
be set at 10.963 pcrcent. which is wirhin 
the range of Irasonablencss of capid cos= 
based upon the record of chis prcceeding. 
The  cos: of common q u i t y  will 'X com- 
p u d  as follow: 

Consumer A d v w w  witness Habr com- 
puted the cost of debt IO be 8.221 pcrcent 
and the cost of prefemd stock to bc 4.239 
pcrccnt. Vr .  174-76, 1082-83: Ex. 15.  Sch. 
D.) Dr. Habr used the traditional method 
of alculating the embedded costs of long- 
term deb1 and preferred stock. The rradi- 
uonal method recovers an qual amount of 
dwount. premium, and expcnx each year. 

lowa Power calculated debt cost to h 
7.984 percent and p r e f c d  suxk cmt to 
be 4.350 pcrccnt using the "yield-tomaru- 
rity" method. (Tr. 672.73; Ex. 123. Sch. 1.) 
Thc yield-to-maturity mcthod movcn dls- 
count. premium. and expense in an in- 
ing 3mount each year. The  Board has con- 
sistendy used h e  traditional merhcd be- 
cause all of the information needed [D d- 
a l a e  pmpcrly the embedded cost of debt 
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IOUA DOWER AND L I G X  CCM?.LLy ) DOCKZT NOS. RPLT-78-27, 

) RPU-78-30, 
) .tvD RPU-80-36 

I 
! 
i 
! D Z C I S L O N  XVD ORDER 

(Issued J u l y  31, 1981) 

! 
! 
I 

Avenue, P.O.  3ax 5 5 7 ,  Des Yoines, Iowa 50303, appear ing  on behalf  of Iova 
Power and Light  Company. 
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%I? ~ I ~ I E x ,  Iova C i c i z e n L a b o r  Znergy Coal ie ion,  Inc., 2514-1/2 Lincolnvay, 
h e s ,  Iova 50010, appearizg cn behalf of che Iowa Cit:izen/Labor Energy 
Coalition, Inc.  

DON CARLSON, C i z i z e n s  ? o r  C0nnunlr-l h p r a v e z e n t ,  1521 S i n h  Avenue, Des Moines, 
Iowa 5 0 3 : L ,  appearing o n  b e h a l i  o f  Cicizens For  Communiq Izprovenenc. 

TCX S m Y ,  Iova ACORN, 617 Easr Zranc, Des Yoines, Iowa 50309, appearing on 
behal f  of Iova  ACORN. 

tlrocawpAL RIGTOW 

On June 30, 1975, Iowa ?mer and LignT Company f i l e d  vizh the Iova S t a r e  

Commerce Commission a r w i s e d  e l e c z r i c  c a r i f f  i d e n r i f i e d  as IT-78-257 proposing 

a g e n e r a l  i n c r e a s e  i n  e l e c r r i c  races  of a p p r o x i m c e l y  19.2 percent: o r  $ 2 7 . 1  

n i l l i o n  annually.  On dogus-. 1, l ? 7 3 ,  Iova Power f i l e d  a revised gas  c a r i f f  

i d e n t i f i e d  a s  TT-78-294 pr-posizg a :enera1 i n c r e a s e  i n  g a s  r a t e s  of  apprDxi- 1 

mately 5.3 percen: o r  $ 3 . 2  T t i l l i C R  annually. 

By o r d e r s  of J u l y  29 and Augusz 1, 1973, w e  suspended t:he proposed electric: 
! 

and g a s  r a c e  i n c r e a s e s ,  respecrivel:I; ins t icuced  fomal  proceedings;  and con- : 
! 

s o l i d a c e d  :he proceedings under C o c h r  Xos. R?U-78-27 and R?U-78-30. 
- .  I Ioua Power subsequ@n:l-j r i l e d  aiCdiciona1 c a r i f f  r e v i s i o n s  nor consr izuxing  : 

~ 

g e n e r a l  r a r e  increases and c e r c a i a  of such f i l i n g s  have been consol idared wi:h 

t h i s  proceeding by v a r i o u s  o r i e r s .  

On Augusc 1, 1980, Iowa Paver f i l e d  a rev ised  e l e c r r i c  t a r i f f  i d e n t i f i e d  ~ 

a s  TF-80-312 proposing a genera l  increase  in e l e c r r i c  rates of a p p r o x i m c e l y  ~ 

23.7  p e r c e n t  o r  $52.1 m i l l i o n  annuall:r, and a rev ised  g a s  t a r i f f  i d e n t i f i e d  as ~ 

I 

"3-80-313 proposing a g e n e r a l  increase i n  gas  r a t e s  of approximately 9 p e r c e n t  I 
I 

o r  $7.8 million annual ly .  By o r d e r  of August 1, 1980, we suspended the  proposed: 

! 
I 

! 

r a t e  f n c r e a s e s  and insc izu ted  a f o z l  proceeding i n  Docket No. LDV-80-36. By j 

I 
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order  of Augus: 28, 1980, v e  consoi idated Docket XOS. XPU-78-27. XPU-78-30 and 

BPU-80-36. 

On December I, 1978, Iowa ?over  placed inso effec:, subjecr  co refund,  

approximately SO p e r c e n t  of izs JrOpOSed electric r a r e  increase  i n  Docker No. 

RPU-78-27, and a p p r o x h a i e l y  40 percent  of iis proposed gas  r a t e  increase  in 

Docket No. RPU-78-30. On S e ? t e m b e r  1, 1979, Iova Power place6 i n t o  e f f e c t ,  

s u b j e c r  to re fund ,  r h e  f u l l  amounc o f  :he e l e c t r i c  rats i n c r e a s e  fn Dockec No. 

RPU-73-27. On December 1, 1979 ,  Iowa ?ower placed ' i nco  effec:, s u b j e c t  t o  

re fund ,  t h e  f u l l  amounz of the proposed gas r a r e  i n c r e a s e  i n  3ockec No. RUE- 

! 

j 
: 

75-30. 

On December 1 9 ,  1980, Iowa ? m e r  f i l e d  a rev ised  %as  r a r i f f  i d e n r i f i e d  as 

F-80-504 and a r e v i s e d  e i e c z r i c  c a r i f f  i d e n t i f i e d  as F-80-505. These rev ised  

r a r i f f s  were f i l e d  as inreris r a t e s  ix Docket Xo. RX-30-36 :a b e  c o l l e c t e d  

s u b j e c t  t o  re fund ,  a d  r e p r z s e n t  approxinarely 60 percent  o€ t h e  gas r a t e  

i n c r e a s e  and 46 percenc  of t h e  e l e c r i c  r a t e  i n c r e a s e ,  respec:ively, proposed 

i n  Docker No. RPU-80-36. Zffeczive v i A  mecer readings  on and a f t e r  January 1, 

1981, Iova Power placed i n t o  e f f ecz ,  subjecr  to refund,  t h e  r z v i s e d ' g a s  and 

e l e c t r i c  rates p r e s c r i b e d  in 'IT-80-504 and 'E-80-303, respecr ive ly .  

! 
I 

On May 26, 1981, Iova Pover f i l e d  a revised c a r i f f  i d e n t i f i e d  a s  E-81- 

209. T h i s  r e v i s e d  c a r i f f  vas f i l e d  a s  in rer im r a t e s  ir! Docket No. Lull-80-36 ! 

t o  be c o l l e c t e d  subjec: t o  refund, and r e p r e s e n t s  a p p r o x i m t e l y  71 percent  OE 

t h e  electric race i n c r e a s e  proposed in Docker Xo. RPU-80-36, E f f e c t i v e  u i r h  ~ 

b i l l s  f o r  meter r e a d i n g s  on June 1, 1981.  Iova Pover placed i n r o  e f f e c r ,  

s u b j e c t  t o  re fund ,  t h e  r w i s e d  gas and e l e c c r i c  r a c e s  prescr ibed  i n  E-81-209. 

! 

, 
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I n  accordance v i z h  a p ? l i c a b i e  r u l e s  and v a r i o u s  orders  of t h e  Commission, ~ 

t h e  fo l?owing  a r e  p a r r i e s  co t h i s  proceeding i n  a d d i t i o n  t o  Iowa Power and the ~ 

S t a f f  of  t h e  Comnission: 

League of I o w a  ? i u n i c i ? a l i r i e s ,  

C i t y  of Des Xoines,  

Polk Counry, 

Iowa ACOILU, 

Iova C i t F z e d L a b o r  Energy C o a l i t i o n  ( I o w a  C / L E C ) ,  

C i t i z e n s  f o r  C o w n i z y  Inprwement  (CCI), 

S t a t e  of Iowa, and 

Goldia Edwards. 

Pursuant t o  o r d e r  and n o t i c e  hear ings  to receive publ ic  testimony crere 

he ld  i n  Council  B l u f f s ,  I o w a ,  on Xovember 1 7 ,  1980, and i n  Des Voines, Iowa, o n .  

Novenber 19. 1980. Hearings t o  rece ive  t h e  evidence of t h e  p a r t i e s  were he ld  : 
! 

in Des Yofnes, I o w a ,  i n  December, 1980; and March and Xiay, 1981.  The case vas 

submitted f o r  d e c i s i o n  u?on che f i l i n g  of Iowa Parer's Reply 3 r i e f  on J u l y  13, 

1981. 

9y order  of December 2(1, 1980, ve apprwed  t h e  f i r s t  of t h r e e  s:ipulations 

f i l e d  i n  t h i s  case  by Iowa Power and S:aff. The f i r s t  S t i p u l a t i o n  prescribes 

t h e  accounting t r e a t a e n t  f o r  Iowa Power's s h a r e  a€ c e r z a i n  c a p i t a l  expendi tures  1 

made by  t h e  Nebraska P u b l i c  Power Diszr ic t  f o r  t h e  Cooper Nuclear Scarion. 

Pursuant: t o  t h e  S c i p u l a s i o n ,  accounting and raremaking t rea tment  is accorded 
~ 

! 
such c o s t s  analogous to char which vould be  requi red  i f  Iowa Pewer owned ! 
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Cooper; i. e. , c a p i c a l r z a t i o n  and a o r t i r a c i o n .  The c o s t s  involved a r e  expendi- 

c u r e s  fo r  t h e  consrruczion and e x z r a o r d i n a r j  r e p a i r  of c e r z a i n  long-l i fe  pro- 

p e r t y  of Cooper t o  t h e  exzent such Costs  are not  o t h e m i s e  financed by NPPD 

from <he Renevals and l e p l a c a e n z s  .Iccount i n  t h e  Reserve and Conrigency Fund 

es tab l i shed  by N P P D ' s  aond R e s o l u t i o n ,  o r  by BPPD i n  any o t h e r  manner. 

S t i p u l a t i o n  d id  not resolve t h e  pr -per  ratemaking treatmenc of such c o s t s ,  i f  

any, in t h i s  case. 

The 

By bench ru l ing  durlng t h e  March 1981 h e a r i n g s ,  we apprwed  t h e  second 

S t i ? u l a t i o n  which had Seen f i l e d  57 Iowa Power and S t a f f  on February 26,  1981. 

That S t ipu lac ion  prescr ibed t h e  f a i r  r a t e  of r e t u r n  f o r  1979 ,  1980 and besinning 

J a n u a q  I, 1981; and revised d e p r e c i a r i o n  r a t e s  f o r  e l e c t r i c  and gas planc t o  

b e  e f fecz ive  upon our f i n a l  d e c i s i o n  ir, t h i s  case. Iowa Power and S i a f f  

agreed thac f o r  p u n o s e s  of t h i s  case, Iowa Power's c o s t  of equicy and f a i r  

r a t e  of r e t u r n  fo r  the respecz ive  p e r i c d s  are a s  fo l lows:  

Period Cos: of E a u i t y  Rate of Return 

1979 13.5; 9.74: 
1980 13.9 10.08 
af:er 1980 1A. 2 10.23 

The s t i p u l a t e d  deprec iac ion  rates 5y planr accounr are shown i n  an e x h i b i t  

acrached t o  and made a p a r t  of t h e  S i i ? u l a t i o n ,  and w i l l  not be  repeaced here. 

The S t i p u l a t i o n  reser red  f o r  our  d e c i s i o n  t h e  e f f e c c .  if any, upon I o w a  Power's 

revenue requirements t o  be  determined in t h i s  case. 

On J u l y  20. 1981, Iowa Power and S t a f f  f i l e d  a t h i r d  S t i p u l a t i o n .  The 

t h i r d  S f i p u l a t i o n  przvides  tha t  e1ec:r',c races f o r  the period commencing June 1 

1981, would be d e t e m i n e d  on :he S a s i s  of a 1980 t e s t  pericd wi:h c e r t a i n  

s p e c i f i e d  adjuscsenes to the zest j e r i o d  operac ing  r e s u l c s ,  r a t h e r  than upon ch f  

record hererofore  made i n  t h i s  case.  The most s i g n i f i c a n c  adjusesencs would 




